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Capital Expenditures

by Nonmanufacturing Industries

RECENT studies of uvestment In prodociive facilities
have noted the broad indusirial base of the strong pohstwar
demend for goods. A detailed industry breakdown of manu-
facturers’ cepital outlays permitting analysis of the indus-
triel structure of fixed investment within manufaciuring wea

ted for the first thne in & SurvET article last December,

present article extends the new detail to inelude plant

snd equipment expenditures by nonmanufactoring induatries

snd oppraises the contribution of these ssetors to the ovar-
all lavel of capital goods demand.

The new manufacturing and nonmanofaeturing series not
only make availeble more detail then previously, but also
are comeepiually more comprebensive in ¢coverage and utilize
all the awailabls data for purposes of estimaiion. -

The revised eatimates of capital goods outlays by major
nopmanufacturing industries are similer in scope com-
cgpt to thoese for mepufacturing induvstries. In conjunction
with the estimates of manwfacturers” outlays, the new series
make svailable s complately revised apgrepate of private
nonsgriculinral business Investment in new plant and equi
ment. wly corducted jomt 'iluartrsrl}' BUTVEYS g
the Office of Business Economics snd the SBecurities an
Exchenge Commission will utilize thesa dats in Bxu'a.polatiuﬁ
actual and prospective fized investicent by n ultur
industries. The new series cover expenditures from 1945
to daie, and provide estimates for the yesr 1939 a2 & prewar
peint of reference. This article also presents for the first
time seasonally edjusted quarterly estimates.

New and old series

There sre many conceptual and statistical differemces
betwesn the new and old estimates of cutleys by nonmanu-
factoring industries, ) .

In the first place, the new estimates forr corporations utilize
the industrial clageification and are adjusted to universe on
tha basie of the gross eapital assata for, in the case of trade
snd service, pross sales and reced tai of corporations as
reported to the Bureau of Internal Hevenue during the 1048
tax year. Estimates for noncorporate business are adjustad
to universe using sales of £“5§GMIEMPE and partnerships.
sgreported {0 B.L R.  In the old series, mining was adjusted
to 1940 corporste tex returns, estimates for transportation,
communications snd public utilities utilized various govern-
menial snd private sources of data, while benechmark data

for all other nonmanunfactwing indusiries were b on
“eommodity-flow” or adjusted production estimates,
In contrast, the new seriea i3 basad en ON eOTPALY

sxpenditures data adjusted to universe eshimates by the
Bureau of Inicroal Revenue statistics.

A pecond difference is due to the utilization by the new
series of the mendatory sonuel reports of all covrperaibions
. registered with the Securitiés and Exchange Commission

Hore—Mr, Brider 13 o mrlbhf of the Dushge Strocters Division, Oflco of Datlease
Eummlea.uud Mr. Nan;Ts 3% Chlof, Saetfon of Fizanecsl Atalysk, Bumiritis sod Enbonga
mmlerion.

rather than the somewhat smaller mpmber of companies
reporting in the quarterly survay. Third, the present csti-
mates malke nsa of external sourees of data. where supplemen-
tation of the sampls appears warranted. This is more fully
discussed in the technical notes. Fourth, the new seriee is
adjusted for hiases resulting from changes in the number of
operating businesses—and generally i based on more refined
estimating prosadures,

Investment Treads in
Nonmanufacturing Industries
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The ¢ estimates are higher throughout the postwar
yesra than the heretofore published data. An industry-by-
industry comparison indicates little pdjusément n the esti-
matas of capital outlays by the raikoads, public utilities,
mining, and sommunications.

. Thus, the upward revision is concenirated in iransporta-
tion other than railroads (more particalerly m motor trans-
portation) and in the comwerdal and other group. These
are the areas for which no adequate data previously exisied.
The old estimates were based on &n sssumption that these
industnes purchased only office equipment and fixturss, pro-
fessional and scientific instruments, acraft, ships, and motor-
tracks. Plant expenditives wutiflived estimntes {based om

uﬂ(&qrparatiuu statiatics) of commercial and miscellans-
s ing,

Presently svailabls data show the old series to be doficient

in coverage—perticularly in the exclusion of expenditures for

business pass cars, This item accounds for the bulk of
the substantial upward revision of the commercial and othar -
group in 1543,

Definition and scope

 The present series excludes several important sectors of
investment; agriculture, government, nonprofit institutions,
pmrfessiunafs, &nd residential construetion. Thus, the aaries
covers investment by private nonagricultural profit-secking
o, es. 'The axelusion of professionals, an tion to
this definition, was dictated by the aimost complete lack of
dota in this ares. With exceptions, the present
OBE-SEC series covers all expenditures for new plant and
equipment by business,
Tuble 1. —Expenditnres on New Plant and 1pment Vudted
States Busineas, 1959, 1 1 by
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The new estimates are based on expenditures for plant snd
for types of equipment for which the reporting company
nOTm mainthins depreciation secouniz— Leitly
exclude capital ontlays ¢h 0 ¢uTent Account. thiz
xespect, and in the classification by purchaser, they differ
from estimates obtaived from produection or shipments data
{the commodity-ow n.ppmnch?which measures expenditares
by type of capital good rather than by o ip., The
approach used in the present series, it shovld be noted, is tha
o means of ohtaining actual and prospective capital
expenditures deta by industry. '

Postwar Investment Trends

A very substeatial backlogy of capitel goods demand
nersdly exisied nonmanufactoring indvetries at the
end of World Wex JI. While their focilities reconversion

_industries,

Aot 1952

problems were quite amall as compared to thosa of man
moanufecturing industeies, their plants and equipment suf-
fered from wartime undersngintensnce. In addition, the

pﬂﬁBMﬁ demand for their products and services was quite

y as & result of the latter factor, But also reflecting
the wartupe influence mhﬁm business ipopuln,ta‘un a
depressad lavels, an abhn ¥ large number of new business
m%ﬂ; ware initiated during the sarly postwar yams.
The . investment needs of thess firms were syperimposed
on the existing Jarge volume of demand by established Erms
In svme indusiries—particularly in trade, services, and con-
sirnetion—the imifisl capital investment by new finns in
the 194648 period accounted for a very nigﬂ]:::‘i::mnt part of
total plant and equipment expenditares in B Aress,
_The situation among the railroads at the snd of the war
differed quita markedly from that of most other major in-
dustries. The divarsion of iraffic from tenker and collier
due to the subrpanine mensce, and from motor trucks and
passenger esrs becanse of robher and gngoline shortagpes, as
well as the movement and support of troops in a two-front

war, placad a disproportionate shara of war trans
burden on the rai Az a regult, the rails, ualike m
other major private sectors, meinteined through the war

Emrs thelr inmediate prewar rates of capital goods expendi-

At the end of the war the raile were faced with the loes of
war-induced teaffic 82 well 92 the resumption of the secular
irend t;ow&rg:l dwerﬁun of t{:mﬂin to t;;la.s& dcurs and other
private carriors, & waT chpi eds demand by the
railroads oras neﬂrtham strqng.ln Thﬂgilﬂﬁl Thos em'ngrkzd
om & large progrem of modernizmg their road and passenger
ear equipment and substituting wmore efficient diesel-slectric
locomeotives for steam-driven equipment.

The early postwar years

_ As e result of these factors, as well a2 the rapid incresss

in capitel goods costs, the e.a:riy PoStwar years were charse.

terized by repidly msing cepital pouds outlays by all mujor

y otal expenditures % the nonmanufacturing

gmugﬁm 1945 iotaled 313 billion, as compared to less than

$5 billion in 1945, and about 33.5 billion i 1939 {(table 1). .
In physical volume termes, additicns o produetive capacity

were about the same in 1939 and 1945 and were mors than

twice 42 high in 1048 than in either of the earlicr years,

As compared to total fixed inyestment autlays in mannfoc~
turing, the expassion during the estly postwor years was
greater in the nonmanufacturing group—so that t{a lutbor’s
proportion be total nenagricultural business eapital outlays
rose from just undar 55 percent in 1945 to almost 40 percent
in 1942. In 1835, however, this proportion had been 66
percen

Every major nonmanufecturing industry and each size

up of firms conéributed to the incrausugin exponditures
1045 to 1948, Most striking wern 1948 rates of dollar
spending five times as nuch as in 1945 hy public utilities
(proportionately even higher among gas companies) and
ecommunications eompanier. Consiruciion, nonrail, traps.
portation, retail snd whejesele trade and finance reached
annual pesks in capitel goods gutlays in 1947 and cut back
their investmont in 1043,

All of the lateer industries continuned to reduce their
spending throughout 1949, These declines and those also
occurm:ig in mining end communjcations more than offsst
the moderate continuivg increnses in investment by both

as and elsciric compaaies, the ra and esevvice firms,
otal nonmanufacturing capital outlays fell abolté 5 percent
from 1948 to 1949—considerably less, both in relative and
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absolute terms, ¢han the drop ip mancfacturers’ capital
ex itures,

he general decline in busineas fixed investment in 1949.
also oesurred in almost all other types of private gross
domestic investmeni; inventories, agricultural plant and
equi t, and residentinl construstion. Gross private
ipvestment and business fixed investrent expenditures were
again movibg up by the end of 1949 )

Post-Korean trends in capital expen&itures

The tempo of capital gﬁods spending increased rapidl
after the onset of Eﬂlra&,n oatilities. ?Ev&stmernt by £reryy
major indns gl‘{}ltIE axpanded in the face of abnormally
larga demand by both consumers and producers end in view
of a.nt_rigllp&tcd price rises and matorial shortages. The
ndusts ervagiverioss of rising ontlays Jasted about one
senr and ught the seasonally adjusted annusl rets of
totel nonmenuincturing capital investment iz the first half
of 1951 to almost one-fourth above the corresponding
period of the previous year {tabls 2). The fmmal Tolume
incresse in expenditures for productive ities in this
period was about 10 percent, with sven greater relstive
exgwﬂon in Eransportation, mining and construction.
_In eardy 1851, plant end equipment gutlays moss
indystrice with little participafion in the mobilisation
effort—trade, services and finsnce—turaed down. This
reduction i1 outlays reflected the easing in consumer demaend
and governmental cobstruction limitations and meterinls
allocations, -

The decline in these aresa wes offset through the first
quarter of 1952 by the continuation of the expansion by
minng, public utilities, the rails and communications eom-
panies. These groups not only felt the pressure of rising
military demaug upon their capacity bui alse were bein
encouraged to expand their capacity by Federsl sids bhrﬂugﬁ
the rapil amartization and other programs. Approved
investrnent nder certificates of neoasmlt.ﬂ through mid-1952
amounted to $3.3 billien for public wtility companies (pri-
merily in electrie powar}, $2.7 hillion for the rails, and $1.2
billion: ¢ach for nonrail transport and mining componises,

The most recemt survey of capital spendiny intsntions

indicate that electric power companies are planning sub-
stantial expansion in their retes of fixed investment during
the third quarter. Mining companies sxpect & maoderate
increase in spending, other defonse-related industries are
expacted to maintain first holf of 1952 rates of expanditures,
whils further declines are scheduled during the third quarter
by commercial and other industriss,
_ Total cutlays by nonmanufasturing industries 83 s whele
in tha thitd quarter of 1952 are expocied to be somewhat
below first halt rates, while manufactureis had scheduled
third quarter addificns to produclive facilities moderately
above the first six months DF this year.

Relation to Fixed Assets

In the eexlier article on capital investment by manucfac-
turing industries it was indieated that some insight into the
gize of the postwar ion waa afforded by comparison
with the book value of corporate gross copitel sssets &t the
end of 1945. It was pointed vut, on the basis of admitted]
rough adjustment for the different prices reflected in the bo
value of capital assets and io postwar expenditures, thot
approximstely two-fifths of the stock of eorporate
manufacturers’ fimad capital at the end of 1951 was purchasad
in the six years 1846 through 1951,

The new series malces possible similar approximations for
nenmanufacturing corporations—although subject to the
same substantial of error. Capital assets data are
not available for noncorporate firme which accounted in
1948 for somewhat less then one-fourth of total nowmany-
facturiag plant and aquipment sxpenditures.

Total groes capital assets (exelnding Jand) of all noumsna-
facturing corporations totaled slmost $36 billior ot the end
of 1945 as compared to tofal capital outleys by thess com-
panies in the 194651 period of almoat 54 hillion. After
crude price adjustment to dplnce both figures on a current
replacement eost basis, and allowing for tha retirement of
facilities in the postwar period, it is estimated that approxi-
mately 30 &Fert;eutr of the gross stock of nonmapufacturin
fixed eapital at the end of lact yenr was less than six yesrs nlcE
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As notad ahove, the comparable fizure for mannfacturing
corpozations 16 40 percept—and for manufocturing and non-
manvfacturing corporations combined is 85 percent. If
present programe for this year are reslized, sbout two-fifths
of all corporate productive facilities at the sod of 1952 wili
have been added in the seven years 194652, Manmfecturing
and nonmanufsceturing will have added 45 snd 35 parcent,
respectively.

Table S—Noomanufagiaring Expenditures for New Plant and
Egquapment, 1938
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These datn indicate the tremendous inerease in the nation’s
capacity that has taken place since &he end of the war.
Manufacturers will by the end of 1952 have added somewhat
under B0 percent to their 1945 c;l)mduct,ive capacity.

It.is conceptually difficult to define capacity in some non-
manufacturing sectors. However, nonmsnufacturing gross
fixed asscts st the end of this yenr nre expected to be 25 per-
cent higher in real terms than st the and of 1845, Exami-
nation of the data on corporate fixed assats and postwar
capital outlays indicates that the capacity increnses have not
besn umiform among nomwanufactoring industries. Sub-
stontiz]l increases appear to have taken place in public
utiiities, nonrnil trensportetion and communications.

Composition of 1948 Capital Expenditures

Table 3 gives a fairly de tailed breakdown of nenmanuiae-
twring capital expenditures, by lsgal form snd industry in

Augnst 1532
1

1948, the benchmark year for this sevies. Most of these
datn are presented for the first time. . )

Nonmanufacturing plant ard equipment expenditures in
1048 totaled 313 billion, as compared with $9 billiom for
manufacturers. Thus the former group accounted {or almost
three-fifths of {obel business expenditures of $22 billion, as
defined in the joint Office of Business Eeonomics-Securities
and Exchangs Commission series.  Allowing for sectors ont-
pide the scope of thie series—agriculture with $4.5 billion of
fixed investment and professionnla and instititions with out-
lays of about $1.5 billion—cnpital additiens by manufac-
tuting business {ns defined here) accounted for more than
two-hfths of all plant and equipment outlays by privete
enterpriscs in 1948, For all private fixed investment, in-
eluding rozidential construction, the nonmanufsebuing por-
tion was down to somewhnt over one-third. '

Investment by legal form

Corpoations expended $10 billion, ¢r over T3 percent of
total outloys by nonmanufacturing industries. Two-thirds
of the corporats investment oceurred in publie utilities,
transportation and communicetions, end an additional 14

t in retail trads. Noncorpornte ratailers accounged
or about one-nalf of all noneorporete ponmanufnetur
capital outlays, services for an additional onefifth an
nourail transport (primarily mator) for 10 percont.

Investment by industry

O & broad industry classification of the nonmanufactynng
ssctar, retail frade and public utifities had the largest vohume
of capital expendifures in 1943—their expenditures of $2.5
Billion each sccounting in each instance for azboné one-fifth
of agprepate nonmanvfactoring ouvtle Eloctric power
comipanies {including mixed electic gns interests) alone
made 15 percent of total outlays,'

Within retail trads, the food group was the Tost important
purchaser of plent and equipment, followed by gencral
morehondise stores.  Clommunications waa the third lavgest
nonmsmafaciuring industry with about one-eight of total
nonmanulacturing outlays, while the raileoads and nonrsit
tranaportation each spent about 10 persent of the total.

Tha capacity of the last two industries is worthy of note,
reflecting the strong seculmr growth in. nenrail tramsport
facilities—particul in motor troecks and buses whara
additions to plant an e&luipmnt in 1'M8 wers two-thirds as
im:%e a5 those made by the railroads,

he importance of other indostries 13 al=o shown in the
wshla, In the case of minine, it shonld be noted that a
significant lprupm"tion of eapital outlays for mining facilities
(particularly in petroleum, iren ore and ronferrous motals)
are jncluded in msmufmt—unn,% due to these series baing on o
eompany (vather than plant) basie. A somewhal amaller
amount of investment in manufieturing facilities, on the
other hand, ie induoded in the present mining series.
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